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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
OWSLEY COUNTY CLERK

For The Year Ended
December 31, 2008

The Auditor of Public Accounts was engaged to complete the Owsley County Clerk’s audit for the
year ended December 31, 2008. Based upon the audit work performed, we have disclaimed an
opinion on the financial statement and supplemental information.

Based upon our assessment of audit risk, we determined the risk of fraud to be too high to issue an
opinion and we were unable to apply other audit procedures to overcome this risk. In addition, the
County Clerk’s office had serious weaknesses in the design and operation of its internal control
procedures and accounting functions.

Report Comments:

2008-1
2008-2
2008-3
2008-4

2008-5
2008-6
2008-7

2008-8
2008-9
2008-10
2008-11
2008-12

2008-13

2008-14
2008-15

2008-16
2008-17
2008-18
2008-19
2008-20

Deposits:

The County Clerk Failed To Manage The Financial Activities Of His Office

The County Clerk Should Close Out His 2008 Fee Account

The County Clerk Deposited $20,450 Of Unidentified Cash Receipts After Year-End
$31,397 Of Receipts Were Not Deposited Timely Due To Deposits Not Being Made
Intact Daily

The County Clerk Should Prepare Receipts For All Collections

The County Clerk Had $1,720 In Disallowed Expenditures

The Clerk Should Reimburse The Fee Account $3,900 For Expense Allowance Paid
When Funds Were Not Available

1099’s Should Be Prepared For All Applicable Contract Labor

The County Clerk Should Not Cash Checks From Fee Account Funds

The County Clerk Did Not Account For Fish And Wildlife Collections

The Clerk Should Follow Proper Timekeeping Practices For Payroll

The County Clerk Should Require The Depository Institution To Pledge Or Provide
Sufficient Collateral And Enter Into A Written Agreement To Protect Deposits

The County Clerk Did Not Maintain Bank Statements And Did Not Reconcile Them On
A Monthly Basis

The Clerk Should Pay Invoices In A Timely Manner

The County Clerk Should Record Payments From The Commonwealth Of Kentucky
And The Fiscal Court

The County Clerk Has Not Properly Closed Out His 2007 Fee Account

The County Clerk Has Not Properly Closed His 2006 Fee Account

Failure To Comply With Uniform System Of Accounts

The Clerk Should Maintain Adequate Documentation Of UPS Mailings

The County Clerk’s Office Lacks Adequate Segregation Of Duties

The County Clerk’s deposits as of April 7, 2008, were exposed to custodial credit risk as follows:

Uncollateralized and Uninsured  $10,562
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CRIT LUALLEN
AupbiTtor oF PueLic AccounTs

The Honorable Cale Turner, Owsley County Judge/Executive
The Honorable Sid Gabbard, Owsley County Clerk
Members of the Owsley County Fiscal Court

Independent Auditor’s Report

We were engaged to audit the accompanying statement of revenues, expenditures, and excess fees -
regulatory basis of the County Clerk of Owsley County, Kentucky, for the year ended
December 31, 2008. This financial statement is the responsibility of the County Clerk.

As further explained in the accompanying comments and recommendations, the Owsley County
Clerk did not maintain adequate accounting records of fee account revenues and expenditures for
the 2008 calendar year. The County Clerk’s financial records do not permit the application of other
auditing procedures to verify fee account revenues and expenditures. Furthermore, significant
discrepancies in the County Clerk’s records identified during the engagement and lack of adequate
internal controls resulted in a high level of audit risk.

Since the Owsley County Clerk did not maintain adequate accounting ledgers and we were unable
to apply other auditing procedures to satisfy ourselves as to the receipts and disbursements, the
scope of our work was not adequate to enable us to express, and we do not express, an opinion on
the financial statement described in the first paragraph.

In accordance with Government Auditing Standards, we have also issued our report dated
August 6, 2009 on our consideration of the Owsley County Clerk’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Based on the results of our audit, we have presented the accompanying comments and
recommendations, included herein, which discuss the following report comments:

2008-1 The County Clerk Failed To Manage The Financial Activities Of His Office

2008-2  The County Clerk Should Close Out His 2008 Fee Account

2008-3  The County Clerk Deposited $20,450 Of Unidentified Cash Receipts After Year-End

2008-4  $31,397 Of Receipts Were Not Deposited Timely Due To Deposits Not Being Made
Intact Daily

2008-5 The County Clerk Should Prepare Receipts For All Collections

209 ST. CLAIR STREET TELEPHONE 502.564.5841
FRANKFORT, KY 40601-1817 FACsSIMILE 502.564.2912
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The Honorable Cale Turner, Owsley County Judge/Executive
The Honorable Sid Gabbard, Owsley County Clerk
Members of the Owsley County Fiscal Court

2008-6
2008-7

2008-8
2008-9
2008-10
2008-11
2008-12

2008-13

2008-14
2008-15

2008-16
2008-17
2008-18
2008-19
2008-20

The County Clerk Had 1,720 In Disallowed Expenditures

The Clerk Should Reimburse The Fee Account $3,900 For Expense Allowance Paid
When Funds Were Not Available

1099’s Should Be Prepared For All Applicable Contract Labor

The County Clerk Should Not Cash Checks From Fee Account Funds

The County Clerk Did Not Account For Fish And Wildlife Collections

The Clerk Should Follow Proper Timekeeping Practices For Payroll

The County Clerk Should Require The Depository Institution To Pledge Or Provide
Sufficient Collateral And Enter Into A Written Agreement To Protect Deposits

The County Clerk Did Not Maintain Bank Statements And Did Not Reconcile Them On
A Monthly Basis

The Clerk Should Pay Invoices In A Timely Manner

The County Clerk Should Record Payments From The Commonwealth Of Kentucky
And The Fiscal Court

The County Clerk Has Not Properly Closed Out His 2007 Fee Account

The County Clerk Has Not Properly Closed His 2006 Fee Account

Failure To Comply With Uniform System Of Accounts

The Clerk Should Maintain Adequate Documentation Of UPS Mailings

The County Clerk’s Office Lacks Adequate Segregation Of Duties

This report is intended solely for the information and use of the County Clerk and Fiscal Court of
Owsley County, Kentucky, and the Commonwealth of Kentucky and is not intended to be and
should not be used by anyone other than these specified parties.

Respectfully submitted,

Crit Luallen
Auditor of Public Accounts

August 6, 2009



COUNTY CLERK'’S 4" QUARTER REPORT AND ANNUAL SETTLEMENT
FOR CALENDAR YEAR 2008
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ANNUAL SETTLEMENT FOR CALENDAR YEAR 2008

COUNTY CLERK’S 4™ QUARTER REPORT AND
(Continued)

SID GABBARD, COUNTY CLERK

OWSLEY COUNTY
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ANNUAL SETTLEMENT FOR CALENDAR YEAR 2008

COUNTY CLERK’S 4™ QUARTER REPORT AND
(Continued)

SID GABBARD, COUNTY CLERK

OWSLEY COUNTY
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ANNUAL SETTLEMENT FOR CALENDAR YEAR 2008

COUNTY CLERK’S 4™ QUARTER REPORT AND
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ANNUAL SETTLEMENT FOR CALENDAR YEAR 2008

COUNTY CLERK’S 4™ QUARTER REPORT AND
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL
STATEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS







CRIT LUALLEN
AupbiTtor oF PueLic AccounTs

The Honorable Cale Turner, Owsley County Judge/Executive
The Honorable Sid Gabbard, Owsley County Clerk
Members of the Owsley County Fiscal Court

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of The Financial
Statement Performed In Accordance With Government Auditing Standards

We were engaged to audit the statement of revenues, expenditures, and excess fees - regulatory
basis of the Owsley County Clerk for the year ended December 31, 2008, and have issued our
report thereon dated August 6, 2009, wherein we disclaimed an opinion on the financial statement
because the County Clerk failed to maintain adequate accounting records and lacked adequate
internal controls resulting in high audit risk and fraud risk.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Owsley County Clerk’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statement, but not for the purpose of expressing an opinion
on the effectiveness of the County Clerk’s internal control over financial reporting. Accordingly,
we do not express an opinion on the effectiveness of the County Clerk’s internal control over
financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described
in the preceding paragraph and would not necessarily identify all deficiencies in internal control
over financial reporting that might be significant deficiencies or material weaknesses. However as
discussed below, we identified certain deficiencies in internal control over financial reporting that
we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process,
or report financial data reliably in accordance with the regulatory basis of accounting such that
there is more than a remote likelihood that a misstatement of the entity’s financial statement that is
more than inconsequential will not be prevented or detected by the entity’s internal control over
financial reporting. We consider the deficiencies described in the accompanying comments and
recommendations to be a significant deficiencies in internal control over financial reporting: 2008-
01, 2008-2, 2008-3, 2008-4, 2008-5, 2008-6, 2008-7, 2008-8, 2008-9, 2008-10, 2008-11, 2008-12,
2008-13, 2008-14, 2008-15, 2008-16, 2008-17, 2008-18, 2008-19, and 2008-20.

209 ST. CLAIR STREET TELEPHONE 502 .564.5841
FRANKFORT, KY 40601-1817 FAcsiIMILE 502.564 .2912
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Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of The Financial
Statement Performed In Accordance With Government Auditing Standards
(Continued)

Internal Control Over Financial Reporting (Continued)

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statement will
not be prevented or detected by the entity’s internal control. Our consideration of the internal
control over financial reporting was for the limited purpose described in the first paragraph of this
section and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies
that are also considered to be material weaknesses. However, we consider the significant
deficiencies described above to be material weaknesses.

Compliance And Other Matters

As part of obtaining reasonable assurance about whether the Owsley County Clerk’s financial
statement for the year ended December 31, 2008, is free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not
an objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards and which are described in the accompanying comments and
recommendations as items: 2008-2, 2008-4, 2008-5, 2008-6, 2008-7, 2008-8, 2008-9, 2008-10,
2008-11, 2008-12, 2008-14, 2008-15, 2008-16, 2008-17, and 2008-18.

The Owsley County Clerk’s responses to the findings identified in our audit are included in the
accompanying comments and recommendations. We did not audit the County Clerk’s responses
and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of management, the Owsley County
Fiscal Court, and the Department for Local Government and is not intended to be and should not be
used by anyone other than these specified parties.

Respectfully submitted,

Crit Luallen
Auditor of Public Accounts
August 6, 2009
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OWSLEY COUNTY
SID GABBARD, COUNTY CLERK
COMMENTS AND RECOMMENDATIONS

For The Year Ended December 31, 2008

FINANCIAL STATEMENT FINDINGS

2008-1

The County Clerk Failed To Manage The Financial Activities Of His Office

Auditors have not been able to express an unqualified opinion on the County Clerk’s financial
statements for the past eight years including the current engagement. Recommendations have been
made for at least the last nine years by three different auditing firms in an attempt to help the
County Clerk understand how he could easily correct his poor financial practices and internal
controls. The County Clerk has made no significant attempt to correct even the most basic issues.

For calendar year 2008, the County Clerk, failed again to maintain adequate financial records.
During our testing of receipt and disbursements, we noted the following known errors:

A total of $36,450 of cash receipts was deposited after year-end to cover a shortage in the
2008 fee account. Of this amount $20,450 was unidentified cash receipts that could not be
directly attributed to any 2008 tax collections or other fees of the County Clerk’s office,
and $16,000 was a personal check.

$83,536 of receipts included on the quarterly report was not posted in the receipts ledgers.
These receipts consisted of state payments, county payments and payments received for
UPS mailings.

No receipts were issued for collections of chattels, state payments, county payments and
funds collected from citizens for UPS mailings.

State and county payments as well as funds collected from citizens for UPS mailings were
not included on daily checkout sheets and were not posted to ledgers.

Deposits were not made intact daily and did not agree to the daily checkout sheets and the
receipts ledger.

Funds collected from citizens for UPS mailings were not accounted for properly and no
determination of appropriate reimbursement from the public could be made.

$1,047 of 2009 fee collections was deposited in to the 2008 fee account to cover a shortage
and is now due back to the 2009 fee account.

The County Clerk cashed a personal check of $802 from office funds.

$4,460 of disbursements was not included on the quarterly report.

$1,720 of disallowed expenditures was noted including $1,576 of overdraft charges
incurred by the clerk in the 2008 fee account and the fish and game account for 2008
calendar year, and $144 of late fees and other unnecessary expenses, such as cookies,
coffee, and cordless phone, not used in fee office.

The County Clerk was not entitled to an expense allowance. In addition, he overpaid the
expense allowance by $300. The County Clerk should reimburse the 2008 fee account
$3,900 he paid himself for expense allowance.

The County Clerk paid a total of $5,200 to individuals for contract labor and did not
prepare 1099s or report these earnings to the appropriate agencies.

No leave balances were maintained for one deputy.

The County Clerk did not account for fish and wildlife collections properly.

The County Clerk did not maintain all bank statements and did not reconcile them to the
ledgers on a monthly basis.

16 invoices were noted that were not paid timely, some exceeded six months late.
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OWSLEY COUNTY
SID GABBARD, COUNTY CLERK
COMMENTS AND RECOMMENDATIONS
For The Year Ended December 31, 2008
(Continued)

FINANCIAL STATEMENT FINDINGS (Continued)

2008-1 The County Clerk Failed To Manage The Financial Activities Of His Office
(Continued)

e The County Clerk did not properly close out his 2007 fee account.
e The County Clerk did not properly close out his 2006 fee account.

Because internal controls did not exist to prevent and/or detect these types of errors and because
the County Clerk did not implement any type of oversight controls, these types of errors were
allowed to occur. In addition, various local and state agencies that rely on and monitor the
financial and program activity of the County Clerk cannot rely on nor have any confidence in the
reports submitted by the County Clerk. Reports remitted to external agencies, such as the
Department for Local Government, are misleading, calculations for excess fees due fiscal court are
erroneous, and calendar year receipts are erroneously used in other years. Also, this internal
control deficiency creates an environment for potential material misstatement in the financial
statements caused either by error or fraud and taxpayer dollars are at greater risk for
misappropriation.  Improvement in the financial practices and internal controls are needed to
ensure that proper information is submitted in a timely manner and is not misleading to users of the
information.

The County Clerk’s office has a lack of segregation of duties which further contributes to the
inability to rely on his financial information. The County Clerk maintains the receipt and
disbursement ledgers, makes the bank deposits, and mails checks for payment. Good internal
controls dictate the same employee should not receive payments, record receipts and prepare
checks for payment.

We recommend the County Clerk immediately implement controls and oversight over his office to
assure errors of this magnitude are prevented or detected in a timely manner and accurate financial
reports are maintained in the future as required. Without the County Clerk taking an active
approach to correcting his poor financial practices, taxpayer monies will continue to be at risk.
County Clerk’s Response: Will Correct.

2008-2 The County Clerk Should Close Out His 2008 Fee Account

Based on available information obtained by auditors, the Clerk should perform the following to
close out the 2008 Fee bank account:

e Deposit $8,497 of personal funds to his 2008 fee account: $1,720 of disallowed
expenditures, $3,900 of disallowed expense allowance, and $2,877 of additional funds
needed to cover liabilities.

e Pay $5,000 to the school board for tangible taxes for July 2008.

e Pay $135 to the Fish and Game account for licenses sold from December 11 —
December 31, 2008.
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FINANCIAL STATEMENT FINDINGS (Continued)

2008-2  The County Clerk Should Close Out His 2008 Fee Account (Continued)

e Pay $1,047 to the 2009 fee account for 2009 collections deposited into the 2008 fee
account.

County Clerk’s Response: Will Correct.

2008-3 The County Clerk Deposited $20,450 Of Unidentified Cash Receipts After Year-End

The County Clerk deposited $20,450 of unidentified cash receipts after year-end to cover a
shortage in his 2008 fee account. These deposits are unidentified and could not be directly
attributed to any 2008 tax collections or other fees attributed to the County Clerk’s office. The
County Clerk has stated to auditors that the unidentified receipts are from his own personal funds.
However, the County Clerk did not provide any financial documentation or records supporting the
source of the funds. Because the County Clerk continues the practice of producing insufficient
financial records over receipts, we could not eliminate the possibility that these “cash” deposits
were from 2009 cash payments received by the County Clerk. The County Clerk should only use
current year official receipts for current year expenditures in order to clearly identify the intent of
the receipt. We recommend the County Clerk appropriately account for and document all receipts.

County Clerk’s Response: Will Correct.

2008-4  $31,397 Of Receipts Were Not Deposited Timely Due To Deposits Not Being Made
Intact Daily

The County Clerk’s daily checkout sheets and receipts ledger postings did not agree to bank
deposits. The minimum requirements pursuant to KRS 68.210 for the handling of public funds
require deposits be made intact daily into a federally insured banking institution. Based on
comparison of the daily checkouts to the bank deposits during calendar year 2008, we noted un-
deposited receipts of $31,397 throughout the year. These un-deposited receipts were then covered
by the personal and unidentified deposits made after year-end as noted in comments 2008-1 and
2008-03.

Furthermore, we noted that cash deposited into the fee account totaled amounts in $100 increments,
no coins appear to have been deposited. Large portions of daily transactions are cash payments
from taxpayers. Due to the high fraud risk associated with these cash transactions, it is crucial that
the County Clerk’s office deposit all collections on a daily basis and agree these deposits back to
supporting documents. Daily deposits being made intact will help prevent the likelihood of
misstatement or fraud occurring without being detected. We recommend all collections be
deposited intact on a daily basis, reconciled to the daily checkout sheets and promptly deposited
into the bank with any discrepancies being thoroughly explained.

County Clerk’s Response: Will Correct.
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2008-5 The County Clerk Should Prepare Receipts For All Collections

The County Clerk did not prepare receipts for funds collected for chattels, and funds received from
the Commonwealth of Kentucky and Owsley County Fiscal Court. According to KRS 64.840,
“the county clerk shall, upon the receipt of fine, forfeiture, tax, or fee, prepare a receipt that meets
the specifications of the state local finance officer.” The preparation of receipts for all funds
received begins the receipts process and will ensure all receipts are included on the daily checkouts
and receipts ledger. We recommend the County Clerk prepare receipts for all monies received by
the office either in his office or by mail.

County Clerk’s Response: Already Started.

2008-6  The County Clerk Had $1,720 In Disallowed Expenditures

The County Clerk had $1,720 in disallowed expenditures including $1,576 of bank overdraft fees,
$33 of late fees, and $111 of other unnecessary disbursements. Items such as bank overdraft fees,
late payment fees, coffee, cookies, forks, and a cordless phone that is not used in the Clerk’s office
are not necessary expenses of the office and are reflective of poor management practices. In Funk
vs. Milliken, 317 S.W.2d 499 (KY. 1958), Kentucky’s highest court reaffirmed the rule that
county fee officials’ expenditures of public funds will be allowable only if they are necessary,
adequately documented, reasonable in amount, beneficial to the public, and not personal expenses.
We recommend the County Clerk only expend fee account monies for allowable purposes and have
the proper supporting documentation for each payment. We also recommend the Clerk deposit
$1,720 of personal funds to reimburse the fee account the disallowed expenditures.

County Clerk’s Response: Will Correct.

2008-7  The Clerk Should Reimburse The Fee Account $3,900 For Expense Allowance Paid
When Funds Were Not Available

During the course of our audit, we noted the Clerk received a total of $3,900 expense allowance
during calendar year 2008. KRS 64.017 states, “The county clerk of any county shall receive a
maximum annual expense allowance of $3,600 to be paid from the fees collected by the clerk.” In
additional KRS 64.017 states the county clerk shall receive the excess of fees after all other lawful
expenses and salaries have been paid. For calendar year 2008, the clerk did not have any fees
remaining in order to receive his 2008 expense allowance since personal funds of the Clerk are
necessary to pay all liabilities of this fee year. Also noted, had the Clerk been entitled to the
expense allowance he overpaid it by $300 and did not withhold any taxes and retirement from it.
We recommend the Clerk only receive his expense allowance when funds are available after all
liabilities are paid and ensure all payroll taxes and retirement be withheld from gross wages and be
reported to appropriate agencies. Furthermore, we recommend the Clerk reimburse the 2008 fee
account $3,900 for expense allowance he received that he was not entitled.

County Clerk’s Response: Will Correct.
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2008-8 1099’s Should Be Prepared For All Applicable Contract Labor

As the trustee/agent, the Clerk is responsible for reporting and remitting taxes and withholdings to
the appropriate agencies in a timely manner. The Clerk paid a total of $5,200 to two individuals
for contract labor that should have been reported as taxable income. The Internal Revenue Service
requires the form 1099 be issued to individual contractors for services resulting in income of $600
or more. We recommend the Clerk immediately take the appropriate steps necessary to assure
1099’s are prepared and submitted. We will refer these matters to the Internal Revenue Service,
County Attorney, and the Department of Revenue for review.

County Clerk’s Response: Will Correct.

2008-9 The County Clerk Should Not Cash Checks From Fee Account Funds

The County Clerk cashed a check for $802 out of fee account funds for himself. The check was
written from USDA to the County Clerk personally and not in his professional capacity. Cashing
checks out of fee account’s cash on hand is prohibited due to the risk of misappropriation of funds.
Strict controls over cash are essential to ensure that all monies are accounted for properly. The risk
of material misstatement and/or fraud increases when controls are not implemented or when
controls are overridden. Fee account cash on hand is not for the convenience of the County Clerk
nor for the public. KRS 64.850 specifically states an official should not “withdraw public funds for
any purpose other than that for which they were received and deposited.” We recommend the
County Clerk cease the practice of cashing checks from fee account funds immediately.

County Clerk’s Response: Will Correct.

2008-10 The County Clerk Did Not Account For Fish And Wildlife Collections

During our testing of the Fish and Wildlife account we noted the following:

. The fish and wildlife account had a negative bank balance in all months.
J $942 of bank charges was incurred for non-sufficient funds and overdraft charges.
. The County Clerk stated that he only made a deposit in this account after the bank

called and told him how much he needs to deposit in order to bring his account balance
back to zero.

. The County Clerk had no system of accounting for these collections and did not
reconcile the account.
. As of December 31, 2008, the County Clerk had a zero balance in the bank account

however no deposits had been made to cover fish and game licenses sold from
December 9, 2008 through December 31, 2008 totaling $135.
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2008-10 The County Clerk Did Not Account For Fish And Wildlife Collections

We recommend the County Clerk properly administer the Fish and Wildlife collections by making
daily deposits, reconciling this account to ledgers and eliminating bank overdraft charges.

County Clerk’s Response.: Will Correct.

2008-11 The Clerk Should Follow Proper Timekeeping Practices For Payroll

During our audit, we noted that one deputy’s timesheet did not account for any leave balances.
Good internal controls dictate that supervisors record vacation and sick leave balances in order to
assure leave time is accurate and properly maintained. We recommend the Clerk ensure all
employees’ timesheets include all approved time off and accumulated balances.

County Clerk’s Response: Will Correct.

2008-12 The County Clerk Should Require The Depository Institution To Pledge Or Provide
Sufficient Collateral And Enter Into A Written Agreement To Protect Deposits

On April 7, 2008, $10,562, of the County Clerk’s deposits of public funds were uninsured and
unsecured. According to KRS 66.480(1)(d) and KRS 41.240(4), financial institutions maintaining
deposits of public funds are required to pledge securities or provide surety bonds as collateral to
secure these deposits if the amounts on deposit exceed the $100,000 amount of insurance coverage
provided by the Federal Deposit Insurance Corporation (FDIC). The County Clerk should require
the depository institution to pledge or provide collateral in an amount sufficient to secure deposits
of public funds at all times. We also recommend the County Clerk enter into a written agreement
with the depository institution to secure the County Clerk’s interest in the collateral pledged or
provided by the depository institution. According to federal law, 12 U.S.C.A. § 1823(e), this
agreement, in order to be recognized as valid by the FDIC, should be (a) in writing, (b) approved
by the board of directors of the depository institution or its loan committee, which approval must
be reflected in the minutes of the board or committee, and (c) an official record of the depository
institution.

County Clerk’s Response.: Will Correct.
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2008-13 The County Clerk Did Not Maintain Bank Statements And Did Not Reconcile Them On
A Monthly Basis

The County Clerk did not maintain or reconcile all bank statements to ledgers on a monthly basis.
Auditors had to go directly to the banking institution in order to obtain required information such
as copies of cancelled checks and deposit slips. By not maintaining bank statements the County
Clerk cannot reconcile his financial records to the bank activity which increases the risk that errors
may occur and go undetected. We recommend the County Clerk maintain all bank statements and
reconcile them monthly to the ledger and/or financial statements.

County Clerk’s Response: Will Correct.

2008-14 The Clerk Should Pay Invoices In A Timely Manner

During our audit, we tested 48 expenditures. Of these 48 expenditures, we noted 16 invoices were
not paid within thirty days of receipt or included past due balances, some exceeding six months
late. Late fees are applicable once an invoice becomes 30 days delinquent. Since late fees are
unnecessary and disallowed expenses, we recommend the Clerk pay all invoices within thirty days
of receipt and reimburse the fee account for $33 in late fees incurred during calendar year 2008 as
discussed in comment #6.

County Clerk’s Response: Will Correct.

2008-15 The County Clerk Should Properly Record Payments From The Commonwealth Of
Kentucky And The Fiscal Court

The County Clerk did not record all payments received from the Commonwealth of Kentucky and
the Owsley County Fiscal Court. The Uniform System of Accounts as adopted under KRS 68.210
and KRS 43.075(3) requires the official to maintain accurate recording of receipts by source.
Auditors performed test procedures on these payments and noted that these payments were not
recorded on the daily checkout sheets or in the receipts ledger. The only recording of these
payments was made on the Quarterly Report, and those amounts did not agree to confirmations of
state and county payments. Based on lack of documentation associated with state and county
payments, auditors are unable to determine if funds were misappropriated. We recommend the
County Clerk record payments from the Commonwealth of Kentucky and the Fiscal Court on the
daily checkout sheets and the receipts ledgers as required.

County Clerk’s Response: Already Started.
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2008-16 The County Clerk Has Not Properly Closed Out His 2007 Fee Account

Based on available information obtained by auditors, the Clerk should perform the following to
close out the 2007 Fee bank account:

e Collect $857 from 2006 Fee Account for delinquent taxes improperly paid by the 2007 Fee
Account.

e Deposit $1,465 of identifiable personal funds into the 2007 Fee Account for disallowed
expenditures.

e Pay himself $1,740 for under payment of his 2007 salary.

Pay $97 to the 2006 Fee Account for overpayment of delinquent taxes deposited into 2007

Fee Account.

Pay $44 to the City of Booneville for a check that remains outstanding.

Pay $410 to the Soil Conservation District for a check that remains outstanding.

Pay $76 to the 2006 Fee Account for amounts overpaid to Fish and Game Account.

Deposit $48 of identifiable personal funds into the 2007 Fee Account to close this bank

account. The $48 is not an audited deficit amount. Auditors have disclaimed the audit

opinion and are not expressing an opinion of the financial statements. These monies are

what will be needed to bring pay all liabilities found for the 2007 fee account.

County Clerk’s Response.: Will Correct.

2008-17 The County Clerk Has Not Properly Closed His 2006 Fee Account

The County Clerk did not properly close out his 2006 Fee Account. The Clerk should take the
following steps in order to close out the account:

e Deposit $694 of identifiable personal funds into the 2006 Fee Account.

e Collect $97 from the 2007 Fee Account and deposit into the 2006 Fee Account for
overpayment of a delinquent tax bill collected in wrong year.

e Collect $76 from the 2007 Fee Account on behalf of an overpayment to the Fish and Game
Account, then deposit into the 2006 Fee Account.

e Pay the 2007 Fee Account $857 for a liability of the 2006 Fee Account that was
improperly paid by the 2007 Fee Account.

e Pay $10 to the City of Booneville that is yet to be paid.

e Close the 2006 Fee Account after all items have cleared.

We recommend the County Clerk properly close out his 2006 Fee Account.

County Clerk’s Response: Will Correct.
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2008-18 Failure To Comply With Uniform System Of Accounts

The findings above represent failure to comply with the Uniform System of Accounts as adopted
under KRS 68.210 and KRS 43.075(3). Among other provisions, this statute requires the official to
maintain accurate recording of receipts by source and expenditures by payee, and to fulfill all other
legal requirements relating to the management of public funds by his office, including all
publication requirements. The requirements for uniform formats for audit reports shall require that
the format of reports for each category of county or district office shall be uniform.

We recommend the County Clerk meet minimum standards of accountability in compliance with
the Uniform System of Accounts.

County Clerk’s Response.: Will Correct.

2008-19 The County Clerk’s Office Lacks Adequate Segregation Of Duties

The County Clerk’s office has a lack of segregation of duties which further contributes to the
inability to rely on his financial information. The County Clerk maintains the receipt and
disbursement ledgers, makes the bank deposits, and mails checks for payment. Good internal
control dictates the same employee should not receive payments, record receipts and prepare
checks for payment. We recommend the County Clerk accurately record all financial transactions
and have the duties of receiving payment, paying bills, recording transactions, and preparing
financial statements be completed by independent office staff. The current office practices are
reflective in all comments above.

County Clerk’s Response.: No response.

2008-20 The County Clerk Should Maintain Adequate Documentation Of UPS Mailings

During our audit, we noted approximately 70 UPS packages being shipped for non-business
reasons.  Upon inquiry of the County Clerk’s mailing practices, the County Clerk informed
auditors that, as a courtesy to the public, he allows them to ship UPS via his account. He stated
that they reimburse him this expense, he deposits it into his fee account, and he pays the UPS
invoice upon receipt. Since the County Clerk does not issue receipts for these reimbursements nor
maintain any documentation, auditors were unable to verify that all non-business package expenses
were reimbursed to the County Clerk. We recommend the County Clerk create a separate bank
account for the deposit and disbursement of all non-business package reimbursements and
expenses. We further recommend procedures be in place to document all UPS mailings.

County Clerk’s Response: Already Started.






